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“Dividend Puzzle” has still been unsolved in Finance. Moreover, it is an enigma 
of all enigmas in China (Lv and Xu, 2010). Contrary to the downward trend of 
dividends in foreign, China Securities Regulatory Commission have implemented 
administrative intervention measures and launched a series of dividend policy, called 
“Semi-mandatory Dividend Policy” (Li et al., 2010) since 2001. The purpose is to 
protect the interests of investors, to improve the dividend payment willingness and 
payment level and to achieve the long-term development of the capital market. But 
scholars have completely different attitudes on the “Semi-mandatory Dividend 
Policy”. Researchers, who agree with the policy, deem it can ease the agency conflict, 
reduce information asymmetry and protect the interests of investors, while the 
opposition believes that the policy limits the development of enterprises and improves 
operational risk. We cannot help but ask, is there a mechanism can alleviate conflicts 
between the both sides? Studies have shown that, internal control can not only 
alleviate agency conflicts and reduce the information asymmetry (Goh and Li, 2011), 
but also can control risk and improve operation efficiency (Litvak, 2007; Li et al., 
2011). Then, the internal control system is such a coordination mechanism? 
This paper selects A-share non-financial listed companies in Shanghai and 
Shenzhen exchange from 2007 to 2013 as an example. Be based on the review of the 
literature and institutional analysis, we clarify the relationship between internal 
control and cash dividend policy and mainly answer the following three questions: (1) 
How internal control affects on cash dividend distribution, “outcome model” or 
“substitute model”? (2) Can internal control strengthen the negative relationship 
between cash dividend policy and investment expenditure? (3) Do investors have 
different attitudes towards on the cash dividend policy in different internal control 
quality companies? 
Through empirical analysis, this paper draws the following conclusions: (1) 
Internal control affects cash dividend distribution mainly through the path of 















quality of internal control, enterprises tend to choose to reduce the cash dividend, in 
order to avoid the risk of uncertainty in the future, to meet the needs of the follow-up 
investment funds, supporting the “substitute model”. In addition, we take industry 
dividend level as standard and find that higher quality of internal control, the smaller 
gap with industry standard, indicating that the internal control negatively influences 
the cash dividend policy is a reasonable but not overly risk averse. (2) The internal 
mechanism of internal control influencing cash dividend is to meet the subsequent 
investment expenditure. The relationship between cash dividend and capital 
expenditure become more sensitive negative in high quality of internal control 
companies, indicating that in the same circumstances, internal control for the high 
quality of the company will retaine more cash for investment spending, resulting in 
reasonnal fund allocation, and namely the internal control is the reasonable risk 
control mechanism. At the same time, the higher quality of internal control, it can be 
more able to prevent excessive consumption and under-consumption by regulating the 
cash dividend, indicating that decreasing cash dividend does not lead to the 
management of adverse selection and moral hazard. (3) Investors hold different 
attitudes towards on the dividend policy implemented in different quality of internal 
control. In the high quality internal control group, changes in dividend policy does not 
lead to significant investor reaction, which indicates that investors have higher trust 
and evaluation to high quality internal control, while in the low internal control 
quality group, cash dividend distribution is significantly positively correlated with the 
accumulated abnormal return, indicating investors are more inclined to distribute cash 
dividend. It also shows that this effect mainly exists in the state-owned enterprises. 
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分别在 1970 和 1978 年出现了不同程度的股利消失，特别是，1978 年后股利支
付率一直处于下降状态。Fama 和 French（2001）描述了 1978-1999 年美国资本
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